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ANNUAL REPORT . . . YEAR ENDED DECEMBER 31, 1972 

The Chesapeake Corporation of Virginia 


INSIDE THE REPORT 

Rising earnings, record sales highlight year. 
President expects profit margins to continue 
improving in 1973. pages 2-3 

Review of Year notes strong product de¬ 
mand, tighter supply of packaging. page 4 

New pulp-bleaching plant goes on line with 
environmental concerns in mind. page 5 

New skidder equipment helps woodlands 

with logging problems. page 6 

100 millionth tree planted. ‘Nature Trail’ 

set up at seed orchard. page 7 

Financial statements begin on page 8 

page 15 

page 16 


Accountants’ report 
An eight-year comparison 
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RISE IN EARNINGS AND SALES 
. . . other highlights 



1972 

1971 

For the year: 



Net sales 

$82,796,979 

$71,416,647 

Income before income taxes and cumulative 
effect of an accounting change 

8,795,389 

6,171,892 

Provision for income taxes 

3,276,000 

2,912,000 

Income before cumulative effect of an 
accounting change 

5,519,389 

3,259,892 

Cumulative effect of changing to “flow-through” 
method of accounting for investment 
tax credits ($.23 per share) 


420,000 

Net income 

$ 5,519,389 

$ 3,679,892 

Per share of common stock 

$2.98 

$1.95 

Net income as a percent of sales 

6.7% 

5.2% 

Net income applicable to common stock as 
a percent of equity of common 
stockholders (beginning of year) 

9.7% 

6.4% 

Cash dividends declared: 



Common stock, $1.60 per share 

$ 2,872,875 

$ 2,872,875 

Preferred stock, $5.00 per share 

177,120 

177,120 

At the year-end: 



Working capital 

$11,979,025 

$11,448,360 

Investment in property, plant and 
equipment, net 

70,489,898 

61,184,902 

Long-term debt (due after one year) 

20,082,761 

13,000,000 

Book value per share of common stock 

$32.21 

$30.83 

Shares of common stock outstanding 

1,795,547 

1,795,547 

Number of stockholders 

3,889 

3,971 
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ACHIEVEMENT 
... a report to 

We are happy to report that in 
1972 the operations of Chesapeake 
kept pace with the improved 
economic environment of the pulp 
and paper industry. The highlights 
on the preceding page give a 
summary of this improvement. 

Sales reached an all-time high, 
and net income showed a healthy 
increase over the preceding year. 

Details of our 1972 operations are 
shown in the financial statements 
and are discussed on the following 
pages. We urge you to examine 
these reports in order to be 
informed of your company’s ac¬ 
complishments in 1972 and to 
understand some of our goals for 
the future. 

There were factors external to 
normal management decisions 
which exercised major influence 
over Chesapeake’s operations in 
1972. Phase II of the Government’s 
price limitations tended to restrain 
the paper industry in its efforts to 
return to satisfactory levels of 
profitability. In spite of this, it was 
possible for Chesapeake to justify 
price increases on several product 
lines and to improve our profit 
performance. 

The year 1972 will be remembered 
as the year in which the specter 
of overcapacity ceased to dictate 
pricing policies in our industry. 

This resulted partially from the 
substantial increase in demand for 
paper products, and also from a 
minimal increase in productive 


AND OUTLOOK 
stockholders 


capacity because of the unattrac¬ 
tive return on investment in new 
manufacturing facilities. We are 
optimistic that profit margins will 
continue to improve since the 
estimates of future demand and 
projected industry capacity indicate 
the pressure will be on the supply 
side of the equation rather than 
on demand. 

Of major importance to Chesa¬ 
peake’s future operations was the 
completion in 1972 of the new pulp 
bleaching plant. We have ex¬ 
perienced normal start-up problems 
with this plant, but it appears that 
most of the problems have now 
been corrected. The manufacture 
of bleached pulp not only will 
provide a new, profitable product 
for the company, but of equal 
importance will permit us to utilize 
the abundant supply of hardwoods 
that are available in our operating 
area. 

For many years our company has 
kept abreast of improvements in 
environmental control technology 
and has made substantial capital 
expenditures for control equipment. 
In 1973 we will construct an 
oxygen-process effluent treatment 
plant at our West Point mill. This 
treatment plant will be in operation 
late this year. The estimated cost 
of more than $7,000,000 represents 
our largest single expenditure for 
environmental control purposes. 

We expect to raise this sum through 
industrial revenue bond financing. 

We have sound reasons to be 
optimistic regarding Chesapeake’s 
operations in 1973. We see strong 
demand for all of our products 



Messrs. Olsson and Camp 


at reasonable price levels. Wood 
procurement will present a problem 
if the recent excessive rainfall 
continues, but we are confident 
our woodlands organization can 
meet this challenge. 

At the company’s annual meeting 
held April 26, 1972, the stock¬ 
holders elected Mr. Kenneth A. 
Randall, president of United 
Virginia Bankshares, Inc., as a 
member of the Board of Directors. 

Our company has benefited im¬ 
measurably from the loyalty and 
support given by all of our em¬ 
ployees, our customers and our 
stockholders. One of manage¬ 
ment’s primary goals is to justify 
the continued support of each of 
these groups. 




President 




Chairman of the Board 


March 6, 1973 
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THE YEAR IN REVIEW 

. . . Demand strong for all packaging products 


Chesapeake experienced strong 
customer demand for all grades 
from its paper and paperboard 
machines in 1972. The long-term 
growth trend in demand for the 
company’s products was accen¬ 
tuated by improvement in general 
economic conditions. The increase 
in demand was continuing as the 
year ended and this, coinciding 
with production difficulties experi¬ 
enced by the industry throughout 
the South, has resulted in a very 
tight supply of paper products. 

The market situation allowed 
Chesapeake and the industry to 
obtain significant price increases 
within the guidelines of Phase II 


governmental regulations. The 
price increases were sorely needed 
to offset the many additional costs 
that have been absorbed by our 
industry. 

Management anticipates further 
growth in sales as the production of 
high-quality bleached hardwood 
pulp reaches capacity during 1973. 
In addition, strong demand for the 
company’s other mill products is 
expected to continue in 1973. 

Improved Demand for Boxes 

With the increase in demand for 
corrugated containers, Chesa¬ 
peake’s box plants achieved a sub¬ 
stantial improvement in profitability 


during 1972. These wholly-owned 
subsidiary companies accounted 
for approximately 40% of Chesa¬ 
peake’s consolidated net sales. 

The large capital expenditures 
made for improvements at our box 
plants during 1971 and prior years 
permitted the plants to recover 
promptly from the distressed con¬ 
ditions that existed in the entire 
box industry in 1971. 


Chesapeake’s hardwood pulp bleaching 
plant, which began operations early in 
December, 1972. At left is a bleached pulp 
storage tank, at right a bleaching tower, 
one of the largest ever fabricated of fiber¬ 
glass. 
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Expansion considers environmental concerns 


Volume projections for the box 
industry for 1973 are encouraging; 
and management believes that 
Chesapeake’s box plants are in 
position to take advantage of the 
opportunity which an improved 
market should provide. 

Joint Ventures Respond 

The high level of housing starts in 
1972 sustained the previous strong 
demand for plywood and lumber. 
Consequently, Chesapeake Bay 
Plywood Corp.’s prices were con¬ 
stant throughout the year instead of 
fluctuating in the usual seasonal 
pattern. Although it shipped a 
slightly lower volume of plywood 
in 1972 than in the prior year, net 
income increased over 1971. 

Operations of Cands Lumber, Inc., 
improved in 1972, but it was unable 
to sustain normal production 
levels during the year due to 
adverse logging conditions. Every 
effort is being made to improve 
logging operations even during 
periods of excess rainfall. 

Plant Goes on Line 

Chesapeake completed in 1972 the 
mill expansion that places the 
company, for the first time, in the 
bleached hardwood pulp market. 

The hardwood pulp is bleached in 
a new plant on the mill site at West 
Point which utilizes an oxygen- 
bleaching process instead of the 
conventional chlorine-based pro¬ 
cess. The plant started up in early 
December. Initial operation was 
interrupted before Christmas for 


minor equipment modifications 
and correction of mechanical 
problems. Operation was resumed 
during February with satisfactory 
results. 

To prepare the pulp for shipment 
to markets, Chesapeake installed a 
new drying machine which in¬ 
creases our pulp-drying capacity 
from 150 tons to 300 tons per day. 

A third component of the expansion 
is a new power boiler that provides 
additional high-pressure steam and 
power for the mill’s expanded 
facilities. This boiler went on line 
in mid-December and is operating 
satisfactorily. 

Total mill production in 1972 was 
390,391 tons, 4.5% above that of 
1971. Use of box plant clippings 
and used corrugated boxes as a 
raw material was increased during 
the year, and we anticipate a 
further increase in this fiber 
source in 1973. 

Greenlife Market Expands 

The market for pinebark mulch has 
continued to expand. Greenlife 
has entered into distribution 
contracts with other producers of 
pinebark mulch to meet this 
demand. Income from this sub¬ 
sidiary increased in 1972 over 1971. 

For Cleaner Air and Water 

We continued our program for 
abatement of air and water 
emissions during 1972. 

The new oxygen-process pulp- 
bleaching plant is an important 
phase of this program. The plant is 
expected to produce less waste 
requiring treatment than a con¬ 


ventional chlorination bleaching 
system. This potential was one of 
the reasons we selected the 
process. 

Following this decision came the 
necessity to select the kind of 
waste treatment that should be in¬ 
stalled at the West Point mill in 
order to meet the revised Virginia 
water control law. After a thorough 
study of alternatives, preparations 
have been completed to build an 
oxygen-process effluent treatment 
plant at West Point. An oxygen¬ 
manufacturing plant will also be 
built on site to supply the treatment 
system. In addition to using oxygen 
for bleaching and waste treatment, 
the manufactured oxygen will be 
applied toward mitigating the 
typical odor of the kraft pulp mill. 

Because of the pioneering nature 
of the oxygen systems selected, 
the company has received a grant 
of $439,000 from the U. S. Environ¬ 
mental Protection Agency. The 
purpose of the grant is to evaluate 
these systems, especially the 
bleaching plant, for their pollution 
abatement capabilities. 

The company has applied to the 
proper authorities under new 
Federal legislation for a permit 
covering present liquid discharges 
and including those resulting from 
operation of the bleaching plant. 
The effluent limitations applicable 
under Federal law to these dis¬ 
charges have not yet been estab¬ 
lished; but the company believes 
on the basis of present information 
that the waste treatment system 
as now designed will satisfy the 
limitations eventually established. 
No assurance to that effect can be 
given, of course. 
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. . . Logging skidders meet rainfall challenge 



The oxygen-manufacturing plant 
will have a total production 
capacity in excess of present needs 
at West Point. Until further appli¬ 
cations for high-purity oxygen are 
developed, the company will sell 
excess liquid oxygen to one of the 
oxygen companies serving south¬ 
eastern Virginia. 

Challenge in Wood Supply 

Chesapeake’s suppliers and wood¬ 
lands organization met the demand 
of the company’s manufacturing 
plants for record quantities of 
wood in the face of unprecedented 
logging difficulties arising from the 
wettest weather since 1889. 


This wood procurement program 
involves supplying pulpwood and 
chips to the pulp and paper mills 
at West Point, pine peeler logs to 
Chesapeake Bay Plywood Corp. 
at Pocomoke City, Maryland, 
and pine sawtimber to Cands 
Lumber, Inc., at Elizabeth City, 
North Carolina. 

Hurricane Agnes adversely affected 
procurement as well as deliveries 
of wood. Numerous bridges, in¬ 
cluding one railroad bridge, were 
washed out. In some areas this 
necessitated switching deliveries 
from rail cars to trucks. Specialized 
swamp logging equipment was 
introduced late in the year to 


A powerful little wide-track skldder pulls a 
log out of wet terrain to a loader and 
long-length log truck. Skidder equipment 
of this kind was acquired in 1972 to 
facilitate logging in ground soaked by 
heavy rain. 


maintain deliveries at Chesapeake 
Bay Plywood and Cands Lumber. 

Our procurement organization was 
enlarged to supply the additional 
wood requirements of the bleached 
hardwood pulp expansion. Four 
new mechanized rail yards and 
two mechanical truck yards were 
established as a part of this 
expansion. 
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. . . Chesapeake sets out 100 millionth seedling 



Reforestation of Timberlands 

During the spring of 1972, a 
significant milestone was reached 
when the one hundred millionth 
pine seedling was planted on com¬ 
pany land. This represents the 
reforestation of slightly over 
130,000 acres, largely accomp¬ 
lished within the last ten years. 

Chesapeake distributed, free of 
charge, about 2.5 million loblolly 
pine seedlings to small private 
landowners during the 1971-72 
planting season. These seedlings 
were matched in equal number by 
the landowners involved. Over the 
past eight years of this program, 
the company has distributed nearly 
18.4 million seedlings on a match¬ 
ing basis. 

At the beginning of the year, the 
company agreed to assist the Vir¬ 
ginia Division of Forestry and small 
private landowners in our operating 
territory by providing manpower 
and equipment to carry out a 
minimum of 1,500 acres of site 
preparation, at cost, under the 
State Reforestation of Timberlands 
Act. The total area site-prepared 
by the company under this program 
during the year was approxi¬ 
mately 1,900 acres. This is close 
to the number of acres site-pre¬ 
pared at cost under the same pro¬ 
gram in 1971. 

In addition, the company provided 
site-preparation services on 
approximately 2,000 acres of 
private land in connection with our 
acquisition of timber-cutting rights 
on that land. 

Other Land Uses 

During 1972 approximately 20,000 


hunters used our forests with 
individual permits or as members 
of hunt clubs. This is a 20% in¬ 
crease over the number in 1971. 

To acquaint young people with our 
landholdings and how they are 
utilized, the senior classes of the 
five nearby high schools — over 
350 students in all — each spent 
a day touring mill and woodlands 
operations last year. All of the 
schools involved felt that this was a 
valuable addition to their education 
process. 

During the year, a nature trail was 


Chairman of the Board Sture G. Olsson 
plants Chesapeake's 100 millionth seedling. 
Left to right are Virginia State Forester 
George W. Dean, Chesapeake Vice 
President Thomas G. Harris, and the then- 
U. S. Chief Forester Edward P. Cliff. 


laid out and marked in a block of 
company forest land immediately 
behind the seed orchard in New 
Kent County. The trail is 1.5 miles 
in length. It will be open to the 
public on a semi-controlled basis 
at a time yet to be announced. A 
guidebook has been prepared, 
including a trail map, giving 
interesting information on many 
observation points along the trail. 
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FINANCIAL POSITION 

. . . Consolidated sales rise 16% to new record 


Consolidated net sales rose to a 
record $82,797,000, producing a 
16% increase over 1971. 

Net income on the common stock 
amounted to $2.98 per share in 
1972 compared with $1.95 per 
share in 1971. 

Cash dividends of $1.60 a share, or 
a total of $2,873,000, were declared 
in 1972 on the 1,795,547 shares 
of outstanding common stock. 
Cash dividends totaling $177,000 
were declared in 1972 on the $5 
cumulative convertible series A 
preferred stock. 


SALES 



INCOME AND DIVIDENDS 



Funds amounting to $13,660,000 
were generated in 1972 from 
operations, an increase of 
$3,519,000 over the amount of funds 
generated in the year 1971. 

Additions to properties and equip¬ 
ment totaled $17,284,000 during 
1972, compared with $12,690,000 in 
1971, an increase of $4,594,000. 

Depreciation and depletion in 1972 
amounted to $7,592,000, compared 
with $6,589,000 in 1971. 

The equity of common stockholders 
was increased in 1972 by a total 
of $2,469,000 representing the re¬ 
investment of income at December 
31, 1972. The total equity of the 
common stockholders, represent¬ 
ing the par value of common stock, 
other capital and income retained 
for use in the business, amounted 
to $57,829,000. The book value 
per share of common stock in¬ 
creased from $30.83 to $32.21. 

Working capital at December 31, 


EQUITY OF COMMON STOCKHOLDERS 



65 66 67 68 69 70 71 72 


1972, totaled $11,979,000, an in¬ 
crease of $531,000 from the 1971 
year-end total of $11,448,000. 

Long-term debt at December 31, 
1972, was $20,871,000 as compared 
to $13,750,000 at the end of 1971, 
an increase of $7,121,000. The 
increase reflects the take down of 
the remaining amount under the 
long-term debt financing for which 
arrangements were completed in 
December, 1971. The net proceeds 
from the notes were used in con¬ 
nection with the payment of bank 
loans, construction of a bleached 
pulp plant at the West Point mill, 
and other capital additions. 

WORKING CAPITAL 



65 66 67 68 69 70 71 72 


ADDITIONS TO PROPERTIES AND EQUIPMENT 
DEPRECIATION AND DEPLETION 


A Additions A Depreciation and Depletion 















d 

GE 



A 

a 

r 


r 


V 









8 


65 66 67 68 69 70 71 72 
























































CONSOLIDATED STATEMENT OF INCOME 

The Chesapeake Corporation of Virginia and Subsidiary Companies 


For the years ended 


December 31, January 2, 
1972 1972 


Sales and other income: 

Net sales $82,796,979 $71,416,647 

Other income 1,006,632 966,533 

Equity in earnings of 50%-owned 

companies [Note la] 179,000 73,000 

83,982,611 72,456,180 


Costs and expenses: 

Cost of sales, less depreciation and depletion 
Depreciation and depletion [Note 1c] 

Selling, general and administrative expenses 
Interest expense 
Miscellaneous deductions 


Income before income taxes and cumulative 
effect of an accounting change 

Provision for federal and state income taxes [Note 3] 

Income before cumulative effect of an 
accounting change 

Cumulative effect of changing to “flow-through” 
method of accounting for investment 
tax credits [Note 6] 

Net income 

Net income per share of common stock (after 
preferred dividend requirements) [Note 4]: 

Before cumulative effect of an accounting change 

Cumulative effect of changing to “flow-through” 
method of accounting for investment tax 
credits 

Net income 


59,159,757 

52,222,604 

7,592,377 

6,588,614 

6,326,940 

5,999,301 

1,313,397 

730,321 

794,751 

743,448 

75,187,222 

66,284,288 

8,795,389 

6,171,892 

3,276,000 

2,912,000 

5,519,389 

3,259,892 


— 

420,000 

$ 5,519,389 

$ 3,679,892 


$2.98 

$1.72 

_ 

.23 

$2.98 

$1.95 


The accompanying notes are an integral part of the financial statements. 



























CONSOLIDATED BALANCE SHEET 


December 31, January 2, 
1972 1972 


Assets 


Current assets: 


Cash 

$ 1,749,845 

$ 1,693,819 

Short-term securities, at cost which 

approximates market 

3,995,868 

— 

Accounts receivable, less allowances for 
doubtful accounts of $187,627 and 

$154,150, respectively 

9,090,426 

8,856,139 

Inventories, at lower of cost (principally 
average cost) or market: 

Finished goods and goods in process 

1,666,116 

2,393,956 

Manufacturing materials and supplies 

5,220,202 

5,066,449 

Prepaid expenses 

346,798 

317,411 

Total current assets 

22,069,255 

18,327,774 

Other assets: 

Investments in and advances to 50%-owned 

companies [Note la] 

1,297,000 

1,291,500 

Notes and accounts receivable 

720,514 

684,847 

Sundry assets and deferred charges 

800,324 

398,187 


2,817,838 

2,374,534 

Property, plant and equipment, at cost less 

accumulated depreciation and depletion [Note 1b]: 

Land—plant sites 

681,019 

624,014 

Buildings and structures 

13,253,176 

13,176,479 

Machinery, equipment and construction 

77,256,474 

63,933,481 


91,190,669 

77,733,974 

Less accumulated depreciation 

43,016,515 

38,212,669 


48,174,154 

39,521,305 

Timber and timberlands, less accumulated 
depletion of $6,681,745 and $7,218,264, 

respectively 

22,315,744 

21,663,597 

Net property, plant and equipment 

70,489,898 

61,184,902 


$95,376,991 

$81,887,210 
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The Chesapeake Corporation of Virginia and Subsidiary Companies 



December 31, 

January 2, 

Liabilities and Stockholders’ Equity 

1972 

1972 

Current liabilities: 

Accounts payable 

$ 6,166,819 

$ 3,496,953 

Long-term debt due within one year 

788,584 

750,000 

Notes payable—timber properties 

1,294,406 

988,429 

Dividends payable 

762,499 

762,499 

Salaries, wages and commissions 

299,306 

316,530 

Payroll and withholding taxes 

226,949 

272,028 

Federal and state income taxes 

551,667 

292,975 

Total current liabilities 

10,090,230 

6,879,414 


Long-term debt (due after one year) [Note 2] 

20,082,761 

13,000,000 

Deferred income taxes [Note 3] 

3,832,306 

3,105,496 

Stockholders’ equity [Notes 2 and 4]: 



Preferred stock, $100 par value; 
authorized, 150,000 shares issuable 
in series; outstanding, $5 cumulative 
convertible series A, 35,424 shares 

3,542,400 

3,542,400 

Common stock, $5 par value; authorized, 
10,000,000 shares; outstanding, 

1,795,547 shares 

8,977,735 

8,977,735 

Other capital 

4,861,668 

4,861,668 

Retained earnings 

43,989,891 

41,520,497 


61,371,694 

58,902,300 

$95,376,991 

$81,887,210 


The accompanying notes are an integral part of the financial statements. 
























CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 

The Chesapeake Corporation of Virginia and Subsidiary Companies 


For the years ended 



December 31, 

January 2, 


1972 

1972 

Source of funds: 



Operations: 



Net income before cumulative effect of an 



accounting change 

$ 5,519,389 

$ 3,259,892 

Add (deduct) noncash items: 



Depreciation 

5,373,337 

4,813,505 

Depletion 

2,219,040 

1,775,109 

Equity in earnings of 50%-owned companies 

(179,000) 

(73,000) 

Deferred income taxes 

726,810 

365,074 

Total from operations 

13,659,576 

10,140,580 

Proceeds of long-term debt [Note 2] 

7,886,190 

8,500,000 

Book value of property disposals 

386,604 

407,698 

Other items, net 

111,077 

(228,346) 

Totals 

$ 22,043,447 

$ 18,819,932 

Application of funds: 



Additions to property, plant, equipment 



and timberlands 

17,283,977 

12,690,148 

Cash dividends declared 

3,049,995 

3,049,995 

Decrease in long-term debt 

803,429 

750,000 

Increase in working capital 

530,665 

2,326,535 

Increase in sundry assets 

375,381 

3,254 

Totals 

$ 22,043,447 

$ 18,819,932 

Analysis of changes in working capital: 



Increase (decrease) in current assets: 



Cash and short-term securities 

4,051,894 

554,840 

Receivables 

234,287 

295,986 

Inventories 

(574,087) 

(838,839) 

Prepaid expenses 

29,387 

(75,693) 

Totals 

3,741,481 

(63,706) 

Increase (decrease) in current liabilities: 



Accounts payable 

2,669,866 

90,479 

Notes payable—bank 

— 

(2,300,000) 

Notes payable—timber properties 

305,977 

306,452 

Income taxes 

258,692 

(481,434) 

Other liabilities, net 

(23,719) 

(5,738) 

Totals 

3,210,816 

(2,390,241) 

Increase in working capital 

$ 530,665 

$ 2,326,535 


The accompanying notes are an integral part of the financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. Summary of Significant Accounting Policies: 

a. Consolidation and 50%-Owned Companies: 

The consolidated financial statements include the accounts of The Chesapeake Corporation 
of Virginia and its subsidiary companies. Intercompany accounts and transactions have 
been eliminated. Investments in 50%-owned companies (Chesapeake Bay Plywood Corp. and 
Cands Lumber, Inc.) are accounted for under the equity method. 

b. Property, Plant and Equipment: 

The costs of major renewals and betterments are capitalized while the costs of ordinary 
maintenance and repairs are charged to income as incurred. When properties are sold or re¬ 
tired, their cost and the related depreciation or depletion are removed from the accounts and 
the gain or loss is credited or charged to income. Preoperating costs associated with new 
facilities are charged to income as incurred. 

c. Depreciation and Depletion: 

Depreciation for financial reporting purposes is computed principally by the straight-line 
method over the estimated useful lives of the assets. Depletion of timber is computed on 
quantities cut from individual tracts at rates based on depletable costs and estimated timber 
volumes. 


d. Research and Development Costs: 

These costs, which are not significant, are charged to income as incurred. 

e. Income Taxes: 

The companies defer to future periods the income tax effects resulting from timing differences 
between reported income and taxable income. Such differences relate principally to the use 
of accelerated depreciation methods for income tax purposes and, beginning in 1972, to 
the deferral of income taxes on the earnings of a Domestic International Sales Corporation 
(Chesapeake Trading Corp.). 

Investment tax credits are accounted for on the “flow-through” method as a reduction of the 
provision for federal income taxes. This method was adopted in 1971. 

Provisions have been made for any significant income taxes which would accrue upon 
remittance to the parent of undistributed earnings of subsidiaries and 50%-owned companies. 


2. Long-Term Debt: 

Long-term debt consists of: 


Maturity 



Total 

Within 
One Year 

After 
One Year 

814% promissory notes due December, 1991, 
payable $1,000,000 annually from 

December, 1977 through December, 1990 
and $2,000,000 at maturity 

$16,000,000 


$16,000,000 

5% notes, payable $187,500 quarterly through 

August, 1974 and $3,187,500 in November, 1974 

4,500,000 

$750,000 

3,750,000 

Capitalized lease obligation on data processing 
equipment originally costing $386,190, 
with payments through July, 1977 

371,345 

38,584 

332,761 

Totals 

$20,871,345 

$788,584 

$20,082,761 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued 


The loan agreements under which the 8 V 2 % promissory notes due December, 1991 and the 5% 
notes were issued contain provisions restricting the payment of dividends on common stock 
(other than dividends payable in capital stock of the company). Under the most restrictive terms 
of such agreements, retained earnings of approximately $7,850,000 were free of restrictions at 
December 31, 1972. The agreements also contain various other restrictions relating to 
additional indebtedness, liens, the redemption or purchase of the capital stock of the company 
and the maintenance of net current assets. The company is required to maintain minimum 
consolidated net current assets (exclusive of amounts represented by the 5% notes) of 
$6,000,000 through November, 1974 and $8,000,000 thereafter. 

3. Income Taxes: 

Provisions for federal and state income taxes include deferred income taxes of approximately 
$727,000 in 1972 and $365,000 in 1971, which relate principally to the timing differences 
explained in Note 1e to the financial statements. Provisions for income taxes have been reduced 
by investment tax credits of approximately $1,100,000 in 1972 and $40,000 in 1971. Approximately 
$850,000 of such credits for 1972 is related to the bleach pulp expansion program. 

4. Capital Stock: 

The preferred shares, $5 cumulative convertible series A, entitle the holders to one vote for each 
share held. The outstanding preferred shares are entitled in liquidation to $100 per share plus 
dividends accrued and unpaid. Effective December 30, 1972, the company may redeem the 
preferred shares at $100 per share, plus dividends accrued and unpaid to the redemption date. 

At the option of the holders, outstanding preferred shares may be converted into common shares 
at the rate of 1.9445 common shares for each preferred share, subject to adjustment of the 
conversion rate in certain events. There are 68,881 unissued common shares reserved for the 
conversion of preferred shares. Earnings per share, assuming conversion of outstanding 
preferred stock, are substantially identical to the earnings per common share reported herein. 
The company presently has no stock option plan and no options are outstanding, the last 
outstanding option having lapsed during 1972. 

5. Employees’ Retirement Plans: 

The companies have several noncontributory retirement plans covering substantially all of their 
employees. The policy is to fund and expense the total of (a) currently accruing pension costs 
and (b) an amount equal to the amortization of past service costs over periods not exceeding 
twenty-five years. The total pension expense was approximately $1,102,000 in 1972 and $985,000 
in 1971. 

6. 1971 Accounting Change: 

In 1971 the company adopted the “flow-through” method of accounting for investment tax credits 
whereas, in years prior to 1971, such credits were generally deferred and amortized as a 
reduction of income tax expense. As a result of this change, investment tax credits ($420,000) 
deferred as of the beginning of the year 1971 were included in net income for that year. 

7. Commitments and Other Matters: 

Capital expenditures of $6,000,000 are anticipated during 1973 to comply with presently known 
state and federal water control requirements. Certain standards under new federal water 
legislation have not yet been established; therefore, the company cannot now determine whether 
or to what extent any further capital costs will be incurred to comply therewith. In addition, 
capital expenditures of $3,500,000 are anticipated by July, 1975 to comply with presently known 
governmental requirements relating to air pollution control. Commitments for other capital 
expenditures and contractual obligations total approximately $900,000. 

The company is contingently liable as guarantor of loans of approximately $916,000, including 
$288,000 with respect to a 50%-owned company. One subsidiary is a participant with nine other 
unrelated companies in a joint and several guarantee of loans in the amount of $1,700,000. 
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CONSOLIDATED STATEMENT OF RETAINED EARNINGS 

The Chesapeake Corporation of Virginia and Subsidiary Companies 


Retained earnings, beginning of year 
Net income 


December 31, 
1972 

$41,520,497 

5,519,389 

47,039,886 


January 2, 
1972 

$40,890,600 

3,679,892 

44,570,492 


Cash dividends declared: 

Common stock, $1.60 per share 
Preferred stock, $5.00 per share 

Retained earnings, end of year [Note 2] 


2,872,875 

177,120 

3,049,995 

$43,989,891 


2,872,875 

177,120 
~3,049,995 

$417520,497 


The accompanying notes are an integral part of the financial statements. 


ACCOUNTANTS’ REPORT 

To the Stockholders and Board of Directors 
The Chesapeake Corporation of Virginia: 

We have examined the consolidated balance sheet of The Chesapeake Corporation of 
Virginia and subsidiary companies as of December 31, 1972 and the related consolidated 
statements of income, retained earnings and changes in financial position for the 
year (fifty-two weeks) then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in 
the circumstances. We previously examined and reported upon the consolidated 
financial statements for the year 1971 (fifty-two weeks). 

In our opinion, the aforementioned financial statements present fairly the financial 
position of The Chesapeake Corporation of Virginia and subsidiary companies at Decem¬ 
ber 31, 1972 and January 2, 1972, and the results of their operations and the changes 
in financial position for the years then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis. 

LYBRAND, ROSS BROS. & MONTGOMERY 
Certified Public Accountants 

Suite 1000 

Seventh and Franklin Building 
Richmond, Virginia 23219 
February 3, 1973 





















AN EIGHT-YEAR COMPARISON* 

(Dollar amounts in thousands, except for per-share data) 

The Chesapeake Corporation of Virginia and Subsidiary Companies 



1972 

1971 

1970 

1969 

Operating results 





Net sales 

$82,797 

$71,417 

$71,261 

$68,482 

Net costs except depreciation and depletion 

66,410 

58,656 

56,181 

53,691 

Depreciation and depletion 

7,592 

6,589 

6,564 

6,120 

Income before income taxes and cumulative 
effect of an accounting change 

8,795 

6,172 

8,516 

8,671 

Provision for income taxes 

3,276 

2,912 

4,024 

4,135 

Income before cumulative effect of an 
accounting change 

5,519 

3,260 

4,492 

4,536 

Cumulative effect of changing in 1971 to 

“flow-through” method of accounting for 
investment tax credits ($.23 per share) 

Net income 

5,519 

420 

3,680 

4,492 

4,536 

Per share of common stockf 

$2.98 

$1.95 

$2.40 

$2.43 

Net income for 1972 and pro forma net income 
for prior years, assuming the “flow-through” 
method of accounting for investment tax credits 
adopted in 1971 is applied retroactively 

$5,519 

$3,260 

$4,273 

$4,332 

Per share of common stockf 

$2.98 

$1.72 

$2.28 

$2.31 

Net income as a percent of sales 

6.7% 

5.2% 

6.3% 

6.6% 

Net income applicable to common stock as a 
percent of equity of common stockholders 
(beginning of year) 

9.7% 

6.4% 

8.1% 

8.4% 

Dividends declared on common stock 

$2,873 

$2,873 

$2,873 

$2,873 

Income retained for use in the business 

2,469 

630 

1,442 

1,486 

Financial position 





Working capital 

$11,979 

$11,448 

$9,122 

$11,878 

Property, plant and equipment, net 

70,490 

61,185 

55,491 

51,969 

Other assets 

2,818 

2,374 

2,023 

2,084 

Long-term debt and deferred credits 

23,915 

16,105 

8,364 

9,100 

Stockholders’ equity 

61,372 

58,902 

58,272 

56,831 

Per share of common stockf 

$32.21 

$30.83 

$30.48 

$29.68 

Shares of common stock outstanding 

1,795,547 

1,795,547 

1,795,547 

1,795,547 

Other information 





Additions to property, plant and equipment 

$17,284 

$12,690 

$10,402 

$7,721 

Production of paperboard, paper and 
market pulp (tons) 

390,391 

373,601 

378,018 

364,366 

Acres of timberlands owned 

322,000 

317,000 

310,000 

300,000 

Stockholders 

3,889 

3,971 

4,035 

3,937 

Employees 

1,979 

2,009 

1,989 

2,007 
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•Includes pooled companies. 

fBased on shares outstanding at December 31, 1972 and excluding amounts applicable to preferred stock. 










1968 

1967 

1966 

1965 

$59,876 

46,493 

5,594 

$60,924 

47,064 

5,154 

$63,101 

45,840 

4,806 

$57,422 

41,491 

4,057 

7,789 

3,394 

8,706 

3,800 

12,455 

5,658 

11,874 

5,248 

4,395 

4,906 

6,797 

6,626 

4,395 

$2.35 

4,906 

$2.63 

6,797 

$3.69 

6,626 

$3.59 

$4,538 

$2.43 

7.3% 

$4,754 

$2.55 

8.1% 

$6,868 

$3.73 

10.8% 

$6,325 

$3.52 

11.5% 

8.4% 

$2,873 

1,344 

9.7% 

$2,873 

1,931 

14.8% 

$2,873 

3,875 

15.9% 

$2,673 

3,838 


$12,524 

$15,455 

$14,104 

$12,539 

50,774 

47,077 

46,172 

39,489 

1,807 

1,689 

1,767 

1,006 

9,760 

10,220 

9,973 

4,923 

55,345 

54,001 

52,070 

48,111 

$28.85 

$28.10 

$27.03 

$24.82 

1,795,547 

1,795,547 

1,795,547 

1,795,547 


$9,382 

$6,339 

$12,136 

$5,964 

361,791 

366,855 

372,488 

370,352 

285,000 

278,000 

265,700 

245,000 

3,988 

3,979 

3,927 

3,704 

1,919 

1,892 

1,856 

1,696 


The Chesapeake Corporation of Virginia 

General Offices: West Point, Virginia 


Pulp and Paper Mill 

The Chesapeake Corporation of Virginia 
West Point, Virginia 


Corrugated Container Plants 

Baltimore Box Company 
Baltimore, Maryland 

Binghamton Container Co., Inc. 
Binghamton, New York 

Miller Container Corporation 
Roanoke, Virginia 

Scranton Corrugated Box Company, Inc. 
Scranton, Pennsylvania 

Southern Corrugated Box Corporation 
Winston-Salem, North Carolina 

David Weber Co. 

Philadelphia, Pennsylvania 


Other Subsidiaries 

Chesapeake Trading Corp. 
West Point, Virginia 

Greenlife Products Co. 
West Point, Virginia 


Division 

DelMarVa Forest Products Co. 
Pocomoke City, Maryland 


Affiliated Companies 

Cands Lumber, Inc. 

Elizabeth City, North Carolina 

Chesapeake Bay Plywood Corp. 
Pocomoke City, Maryland 










